) EXPANSIDN of the Nation’z eeon~
owy, virtoally wninterrupted for cloze
to 8 decade, continued in 1969. Ranl]
growth last year was modest, however,
and the expeansion slowed as the yaar
progressed. Labor prodoctivity dechinad,
profits were squeeged, and costs and
prices coniinwed to climb despite =n
intense effort to stem infistion. The
¥ear was one of stvess and uncerteinty,
as the pressures of anti-inflationary
policy grew stzonger even as the prob-
lems and distortiona of inflation it=elf
were undiminished. One mepsure of the
Nation’s international position—the
liquidity balance—deteriorated sharply;
but the Lalence on the official setile-
ments basis showed s lerge surplus, a
development atzibuteble fo finsncial
flows associsted with restrictive mooe-
tary policy in this country.

The pressures generated by very sub-
etenfisl fiscal and menetary resteaint
were a dominant feature of 1969, The
interval sinee the latter part of 1083
hes marked the firsé sustainad period in
recent yemrs during which fiscal and
- monetary policies were unambiguously
cperating In the same direction, snd o
clesr deceleration of the economy's
growth was in fact achieved, Vet 1089
gaw the upward march of prices not
only comtinge acroes a broad front but
actually accelerate, This ran counter to
tha widely held expestation that at least
some jmprovement in price and cost
behavior—certainly not a deterioration
—would sceompaay & slowdown in real
growth as pronounced as thet experi-
encel over the pust 18 months. A
Turther paredox iz presented by tha
virtual stability of the wnemployment

rate, which at yearand still hovered
around 3% percent.

Developments in 1960 made abun-
dantly clear how difficult it is to stem
an inftationary tide as sirong a= that of
recent years. To a considerable extent,
the year's course of eveats was affected
by attitudes and sxpectations shaped
by 4 years of inflation snd nearly a
decade of virtuslly unipterrupted
growth. When businessmen and con-
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The Economy in 1969

sumers feel, a8 many apparently huave,
that inflation is inexorable and o signifi-
cont inferruption in growth unlilcely,
their attitudes can easily contribute to
sustaining inflation. Such attitudes can
intensiiy the pressure for price snd
wage increases and dampen resistence
to increases; they seem to have stimu-
lated capital investroent in 1969 apd
may well have affected inmventory
policics; and they can encowrage labor
hoarding in the face of slower growth,
& phenomenon which likkely contributed
hothk to the stebiity of the unemploy-
ment rale last year and to the decline
in lakor pradustivity.

Despite tha peysistent rise of prices
and costs, it was appsrent by yearangd
that the impact of restraint was being
felt m growing measure. Stnpped of the
alfects of inflation, the Wation’s aggre-
gate outpuk was at a virtual standstill;
factory production was faliing snd
soverely tight credit conditions had
pushad  homebuilding into a steep
dedline. Incomes were growing barsly
fast engugh to offsst rising prices and
consumer demend was slaggish. Profite
were caught in & tightening squeeze
between rismg costs and slackening
demand.

Production in 1963

The Nation's outpué of goeds and
services Jash yoar bed a valua of $9324
billior, st market prices, up $36% billion
ar 7% percent from 1868, Physicel
volume grew lexs than 3 percent,
however, and thus a very large share of
the advance in GNP resulted from the
rise in prices. Averaged for the year zs
& whole, prices of the Foods and serviess

1
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comprising GNP rose 4% percent,
the sharpest increase sinece 1051. Tha
rize of prices thus continmed to aceel-
arats; it was 4 percent in 1968 and
24 percent in 1987, and only 1% to 1X
percent in the early years of the decade.

-Last year’s 366} billion incresse in
current dollar GNP was sbout $5%
bifiion smoaller than the increass in
1968. Ona factor contcibnting to this
difference was the sharp cut in the
growth of Federal Government pur-
chases, particularly for netional defense.
Conaumer buying and residential con-
struction also contributed much less to
sverall GNP growth in 1969 {han in
1968, Spendivg for nonvesidentiol fixed
investment, on the other hand, was up
$10% hillien in 1969, compared with
$& billion in 1268 and only $2 billion
i 196'? Capita] spending wes thus once
again providing a strong expansionary
thrust as it had esrliar in the sixties.

Clapiisl spending loomed even larger

n oveal fertas. In constant dclises, it

acoounted for sbout one-fourth of the
year's overall growth in output. Con-
stant dollar GNP grew $20 billion from
1988 to 1969, s guin far =maller tham
the $33 billion in 1968. Sawvs for the
Tizs of $16% billion in 1967, the year
of the zo-cellod nni-recossion, last
Fear'e gain in constent dollar GNP
was the smallest ginca 1861,

The remarkable foature of 1960 was
the progressive slowing during the
Fe&r in the growth of cutpui—easured
gither in current prices or in raal
tarms—and the accumulsting evidence
of weaker conditions in the second
helf. The rize in real output between
1968 and 1969 was less than 3 percent,
bué the risa within the year was even
more modest, The growih of constant
dollar GNP bad already dropped during
the second half of 1968 from the very
hizh annua! rate of more than 7
percent registered in thet yesr’s second
querter. A further deceleration in
1989 culminated with ne change in the
{fourth quarter, spd real output in that
period was little more than 1% percent
larger then it had been in the fourth
guarter of 1968,

Most major demend asctors zhowed
leas strength in the second half of the
year than in the fixst. This wes true not
only of consumption and resmdsntial
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construetion, but even of c':.uptiﬁ.fﬁ spend-
ing—-though sarvey evidence points to
subatantial further growth in that
sector this year. The prowth of State
and local government spending alen

mukdorated sfter midyear, a dewvalop-
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ment dus in same measure to depressed
econditions in the markets for those
governments' securities and to the
severe problems that statutory interest

rate ceilings posad for many govern-
ments in marketing. their debt. :

Income and Consumption

THE growth of consumplion spending
in 1989 was more modest than the very
large increase posted in the preceding
year, For the year as o whele, spending
was 1up SEQH hllhon, just nbout equal
to the incresse in dispossble income.
With none of the addition to incorae
being saved, the swvarsge ratic of
saving to incoms dropped from 6.5
parcent in 1963 1o 6.0 percent last yenr.
A more significant development, how-
aver, wis the upturn of the saving ratio
during the course of 1969, reversing &n

15-month downtrend. From » relatively

low 5.3 percent in the firet half of the
year, the ratio jumped to an average
6.6 percent in {he second half.

When the income tax surcherge was
imporad at mid-1943, the saving ratio
waa alroady moving down from &ha
guite high level msintsined in 1967.
The initiel response to the jump in
taxes was a steep further decline in the
ratio, a& comsumption continued io
show substantial gains. The growth of
consumption spending between mid-
1963 and mid-190%9 was well in excess of
the growth of disposable income, and
the saving ralic in thai period averaged
only 5.6 porcant. This was a relatively
low figure by past standards and far
below the 7.4 parcent of 1987. Associ-
atedwith the drop in thesaving ratiovwas
8 susteined very strong expansion in the
volurne of comsumer credit oulstending.

In the wake of these developments,
an upward shift in the saving ratio was
not surprising. Moreover, tha evidence
of sititude surveys during ths year

euggested that consumers grew in-
creasingly concerned over ke economy,
the outlook, and the general state of
the world. It is noé yneommoon for &
gense of unease to be. rellected in a
dempening of the desire o apend.

- Ineome growth slotos

Personal income was 359 billion Javger
last year than iz 1988, an increase
slightly bigger then the preveding yesr’s
in dollar terms but smaller in terms of
percentage growth, The bite taken by
taxee waa much largm: lasi yoat bacawss
the surcherge was in effeot for the full
year. Higher prices sbsorbed a wvery
subztantial ehare of the gain I after-
tax ineome, and after allowance for
population growth the resl wulue of per
capita disposable income was only very
modestly [arger in 19680 than in 1068,

The heavy impact of taxes wa2 in the
first half, when incomes were bit by
large final payments of 1968 liabilities.
{(Finel payments were large becanse
added withholding for the surcharge did
not fully cover the added &ax Hability.)
Dispossble ingome rose stronghy in the
third quarter, when the tax talke
dropped from the inflated lowel, but
further sxpansion of disposable incoms
was modersted by » slowdown in the
growth rate of pretax income. In terms
of Teal valus per capita, disposebls in-
come rosa noticeably only in the third
quartsr.
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Conswmier spending

Price increases accounted for s large
part-of the observed growth in comsumer
spending last year. Had it not been for
price changes, purchases of nondurable
goods would have been sesxcely more
than 1 percent larger in 1989 than in
196%; as it wes, spending on non-
durables was up more than 54 percent.
In ihe case of durable goods and
servioes, the real volume of purchases
showed larger guins between the 2
years but price incresses, especially for
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services, also coatributed substantially
to the observed rise in market damand.

The growth of eonsumption spending
during the ¢ourze of 10690 was quite
modest, espesially after the seving rate
turtied higher at midyesr. The sverage
quarterly increase was lesa than 510
billion, compared with & $12 billion
average in 1968, Spending for services
grew aboui B5 billion per quarter
throughout the year, reflecting a fairly
sieady expansion of real volume eonupled
with sn ongeing rise in prices. Spending
for goods, on the other hand, slackened
during the year. A declining share of the
conswmption dollar was spent for non.
durables and the gaina in that category
reprezamied little growth in real volume.
The drop in the share of nondurables in
total copsumption was mn line with the
long-terra trend, which has larpely
reflected the fnct thet, both in current
prices and real tarms, spending for food
has grown much less rapidly over time
than other types of sonsumption. There

‘has been sn ofisatting shift toward

services,
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Dharable goods weaker

Sperdding on dursble goods turned
clesrly weaknr after mid-1969. The
dewniurn of new car sales in the lagter
part of the year contributed to the
weakening i dursbles comswaption,
but spending for other hardgoods was
decidedly slack. In the minds of wany
consamers, purchases of furniture and
sppliances are considared to be essily
postponable end it would not be
surprising o see the demand for
houwsehold durables turn slack in a
period when conswmers grow inorens-
ingly uneasy, as they apparently did
during 196%. The drop in housing staris
mey also have dampensd spending for
honzehold durables. :

Anto sales are of course alse vulner-
able to shifts in sentiment. Although
short-term  fAuctuations made for a
rother unclear piocture last year, the
pacd of new car buying was olearly
weaker in the fall and winter. Total
1969 palaz of domestic models were
8.5 miflion units, less than 200 thouzand
below the 1968 total. Part of the drop
was offset by aslas of forsign makes,
which grew shout 100,000 unitz to a
total of some 1.1 million,

Nonresidential Fixed Investment

CAPITAL spending last year was a
major expansionary force, as it had
been sarlier in the siziies. After ¢ years
of booming growth, spanding had
stabilized in 1967, but a renewal of
strong growth developed during 1968,

" The increase last year was substantial,

and survey evidence available toward
yearend showed expeciations of a
sizable further rise in 2970,

Thrust from capital investment

" Spending for nonresidential fixed
investmoant last yesr totaled 3$99%
billion, up £10¥ billion or alwost 12
percent from the total for 1968. The
advence was large emough to lift the
share of nonresidential investment in

intal GNP back near the Jevel recched
in 1966, the eculminating year of the
earlier investment boom. Althouph, the
growth rate of investment spending
slowed during the year, iia deceleration
was milder than that of total GNP and
its share in ¢he total continued to prow.
In the final quarter of 1969, spending
on fixed investment was 12K percent
higher then it had been a year earlicr
and  accounted for 10.8 percent of
GNP—s proportion as high as those
recorded during 1966. Last vear's
increass in capital spending was nod
due solely to price increases. Ewven
after allowing for the effects of sub-
stantially higher prices, there was
moderate growth in the smount spent
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for situctures snd a stronger ¥ise in
apending for equipment.

Investment determinants

The resumption of substantial growth -

in capital spending ocenszed in a period
it which the factors generally assumed
to ipfluenca investment demend were
behaving in & way that would have
seemed to suggest a weakening. By
just about any svailable measure, prof-
ita have been under pressure for some
thae—not just-in 1969, when a decling
ocontred in the secomd half. Strong
growth in profits, and thus iz cash flow,
characterized the first 5 years following

the recession trough in 1961. That trend .

peaked out in 1966 snd profit growth
sipce then hes heen sluggish, with after-
tex profits additionally slowed by the
imposition of the surcherge, Since 10646
there has been o steady dacline in the
ratio of sfter-fax profits to the total
income ofiginating ir corporate busi-
ness, i.a., & decline in the share left
after p«aymnt of other incomea claims,
yrincipally labor e¢ompénsation, and
taxes. Over that zame period, labor
cost per unit of ontput has been rising
glaeply after n long period of stability.

The tighimess of credit corditions
during 1969 is another factor that
might have been expected fo dempen
investiwent detnend. Interest rates on
borrowed funds sesred to extracrdi-
narily high lsvels and borrowers en-
eountered difficulty simply finding
czedit. At the pame timze, prics tags of
investrnent projects were rising rapidly.
While capital investment grew -:;Eﬂtlmi,
the ecomomy's growth rate was slowing
and the rate of cepacity utilization in
manufacturing—a sactor for which that
measure can ba calenlated—hald ab the
relativaly low level reached after the
gharp drop in 1947,

Expansionary influences

One resson for tha strengsh of capital
investment, in the face of negative
signals from many conventionally ac-
- cepted indicators, is an apparant growth
in ¢he tendency to plen business invest-
mené with a lopg-run perspective. A
scnse of need for copocity to meet
future demends seemed to play an im-
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portant role in investment desizions
over tha past year. Augmenting this
was an apparent deaire to offsst sharply
tising labor costs and to do so sconer
rather than later, when capital gonds
prices would presumsbly be still higher.
Expectations—of sustained price and
cost advances, of little or no decline in
interest rates, of little interruption in
growth-—gppearsd to have a significant

effect on inveatment bahavior {ast year.

It seems that these forces continue £o
be important. Although the growth rate
of capital spending slowed during the
esourse of 1969, and the deceleratdon of
the sconomy’s growth was obvious,
surveys lote in the yeax found expects-
tinns of fHurther strong advances in
capital spending on imto the surrent
FOar.

Housing

HIGH and rising interest rates, and a
reduced availability of mortgage credit
and of credie to finanes construetion,
saverely impedad sctiviiy in the hous-
ing indusiry lest year. Homebuildinpg
thus onca agpsin went into 2 steep de-
clina, after only 2 yeurs of recovery from
the sharp contraction during 1966,
Starts of new private dwallings ronched
& peek of 1.7 million units at & season-

slly adjuated annusl reie in last year's
first quarier and then declined over tha
remaining thres gquarters. Preliminary
data show a fourth quarter average of
about 1.3 million units, putting the
decline during the year st a pace
sveraging about 9 percent per querter.
In the previous contraction, starts de-
clined from the fourth guarter of 1965
through the fourth gquarter of 1986 at an
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.' average average quarterly rate of about
11% percent. There ia strong resson to

the Istest decline to continue
into 1970; whether it will become
ateaper is uneertain.

Single homes versiis apertnients

The shide in homabuilding was most
prenounced in the single family sector
during the spring snd summer lagt year,
but the decline in singls umit staris
tapered toward the end of the year. In
contrast, the decline in multifamily
gtartz was relatively moderate until lats
in the yeur, whem there was a steep
drop in starts of units in structures with
five or mora units, These larper build=
ings account For mast of the starts in
the multifamity asctor,

It appeared last year that finencing

was more Teadily obiainabla for apari-
ment construetion than for single family
homes. Moreover, apartment builders
would presumably be more willing to
pay the prevailing high intevest rates,
and would not generally ba affeated by
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tha usury law eeilings that hindersd
hoame mortgage lending in some Stabea.
These factors, together with the atrong
market demand for apariment dwel-
ings, conld have been expected i least
iniiially $o cushion the decline in
multifamily starts.
Construction vutleys

Hesidential investment outlays,
which follow developmenie in ataris,
also rose in the first quarier and fell
thereafior. The decline, however, was
less steap than that in starts. This was
parily because changes in outlays lag
after changes in startzs and parily
becausze outlays inclede invesiment in
additions and alterstions, which is
less semsitive than new construction.
To a great extent, however, the rise in
construction costs was the factor damp-
oning the decline in cutlays. For the
full year, gurrent dollar outlays totated
$32 billior, wp §2 billion from 1968.
In rensl terms, however, spending was
unchenged from 1968 to 196%—parallel-
ing the stability of staris, which totaled
1.5 million units in each year.

Housing ahorm.gas

The ongoing decline in homabmldmg
activity comes at a time when the
underlying demand for housing is vay
atrong. For several years, staris heve
foiled {o meed ths requirements for
replacement snd new family formation,
sod & serions shortfall has déveloped
between starts and needs. The strong
expansion in mobila homes preduction
in recent years has helped narrow this
gap. Mobils haomes—many of which are
not very mobile at all—are meoting
same of the demand for shelter that was
formerly met by construction of low
cost single family houses; for some
houssholds, xaobile homes are slso an
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alternative to an apartment. The pres-
sure of housing demand against supply
iz nevertheleas greant, s reflected in tha
repid increase of rents and housing
prices, and in homeowner and rentsl
vacsncy raies which heve reached
their lowest levels in more than a
decade,

Mortgege markets tight

The depressed state of the morteage
market was the major factor in lase
yeal's decline in homebuildicg. The rise
of interest rates to record highs at-
tracted funds away from the thrift
institutions—the major mortgage lend-
ing group—to higher vielding market
mvestments. The lending ability of
comoercial banks was under severe
pressure, and insurance companies were
hit by a renewed surge—as in 16—
of borrowing by policy-holders. In
sddition, the rise in morigage yields,
although striling, trailed thet in the
bond market and there was a strong
incentive for lendere to shift away from
mortgape investments. Another factor
m:lvaraaly affecting mortzage markets
in 1969 was the existence of usury laws,
which in scme States severaly curtsiled.
lending becawse the going retes on
mortgages rose above the ceilings im-~
posed by the laws. The Federal Home
Loann Bank System and the Federal
Nationsl Moztgage Association worked
hard to susisin the flow of mortgege
credit last year. The Home Losn Bapks
stepped up their advances to member
savings and losn associetions and
thereby helped {o offset the impact of
lower deposit flows, while the FNMA
provided major support by substanti-
ally enlarging its operations in the
secondery market for Government-
insured mortgages.

Inventories

INVENTORY  accumulaiion by
business was somewhat larger in 1969
than in 1088, and aceounted for $700
million of the total expansion in GNP

last year. In the preceding year, in-
ventory sccurmulation was steady and
thus mude ne net contribution to the
growth of aggregats prodootion, while
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1967 eaw a steep drap in the aeccumulas
tion rate which vifset s good part of
that year's rise in fingl demand,

Yn 18969, the rate of inventory invest-
ment was noderats in the first half but
roge apprecisbly in the third querter.
A lavge part of that rise wes in dursble
goods, centerad 2t sutomotive retailars.
The investment rate dropped back in
the fourth guarter.

Business invertories ond salas

For tha past 2 years there has been
fairly steady growth in the size of ad-
diticnz to the book velua of inventories
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held by the manufaciuring and trade
firme but the owvarall inventery-sales
ratio for theee firms has been generally
stable. However, evaluations by manu-
faoturere during 1969 indicated a.con-
tinuing dsterioration of their mventory
positions in terms of the proportion of
stocks considered excess relative ta
eales and unfillad orders. _

There has neverthaless been littla
avidence of a strong effort to curtadl

holdings except in the case of automo--

biles. The high and rising cost of cradit
must surely haves provided businessmen
for some time with a strong incentive
tc pay careful attention to inventory
policy. That policy is in fact probably
being determined only to a small extent
by current activity, with heavy weight
given o expecteilons of continued
price imflation and of sizable sales
expansgion in 1970.

Janvary- 1670

Durable goods retailers

Some involuntary accurmulation did
pccur in' (he latter part of last year,
largely in sutomobiles. The buildup in
dealers” stocks prompted » substantisl
cuthack in factory sssembly operations,
New car sales continued to be sluggish,
however, and at yosrend retnil aute
inventories were still high relative to
aales, .
The aggregate stock-sales ratio for
other durable goods relailers looked
to be dearly on an uptrend in the latker
part of 1969, seeming to corroborute
the reports late in the year that con-
sumer buying of household durables—
especially the “big Hicked” appliances—
waz twning decidedly shugeish. Else-
whers, however, the evidence of the
inventory-sales ratios gavs little sug-
geation of undesired sccumulation, but
if inventory policy has beoen based
heavily on overly cptimistic axpacta-
tions, & cutback in the investment rate
eotild yot occur.

Government Expenditares and Récéipts

THE dirsct impact of government on
the ineresse in demand was consider-
ably le=s in 1969 than v 1968, Furchases
of goods and sar#iqes by all governs
ments totaled $215 billion, vp $14%
billion from 1M3—accoanting Tor only
22 percent of the gain in total GNP,
compared with 2B percent in 1968 and
over 50 percent in 1887, Larger non-
defenss purchases (including thase of
State and local governments) accommnibad
for roughly 20 percent of the total
GNP rise, about the same as in the
previous year; the shift in government
impret was due b0 & marked slowdown
in dafense purchases.

Other types of govermoent axpendi-
tures, such &s iransfer payments and
interest, were up 57% billion in 1869,
bringing the rize in total expenditures
by governments to about $224 billion
{NMIA basis). For the second comsecu-
tive year, receipts grew more than

expenditures. The $37 hillion advance
was & record, the ramult of incrensed
yields from existing taxes on a rapidly
expanding tor bese and new or higher
tax rates mt sll levels of government.
Alsp, the Federsl surcharge on individ-
uals and eorporations was in affect for
the antira year and this alone accoumted
for sbout one-chird of the rise in toisl
povernmens receipis,

The Federal Government recorded a
surplus of nearly $10 billion, ihe largest
of the decade and the first since 19635,
The surplus was more pronounced in
the first half of the yoar, when recsipta
were boosted by unusually large income
tax settlaments resulting from the tax
surcharge. Alsc contributing to shrink-
age of the surplus after mid-1969 was
the fact thet expenditures were aug-
mented by a large pay raise for gov-
ernment workers st midyonr.

State wnd local governments con-
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tinued in daficit for the third consacutiva
year. Expenditures exceeded receipts
by nearly $1 billion, deapute growing
surpluses of employes pension funds
wnd new or incrensed teaxes at all levels
of government.

FEDERAL GOVERNMENT

Federnl Government purchases of
goods and services totaled $102 billion
in 1969, vp $2% billion for the smallest
advance sipee the Vietnam buildup
began in 1966. The apending rate
declined during the course of the year,
save for the third quarter when the
Faderal pay raise boosted the level of
civilien end military employee com-
pensation. Defense purchases dropped
in avery quarter except the third, while
the increases in nondefense purchsses
were much smaller then in 1968,

For the year sz & whole, defense
purcheses were up less than $1K
billicn, sompated with ar average gain
of over $0 billion in the 3 preceding
vears. All the growth last year was in
#mployes compensation. OF the mnore
than $2 billion inerense in compensation,
sbont $1% billion resulted from the
mid-1969 civilisn and military pay
raise and over $¥ billion was an affect
of the raize In mid-1968. Wage rates of
many blue colfar workers, which are
determined locally by mdependenr. wage
hosrds, were also raised in 1969 The
decline in other defense purcheses,
which include equipment, construssion,
rasearsh, ate,, was the first since 1965.

Faderal nondefense purchases ad-
vanced only $1X hillion last year, far
les2 then the record $3 hillion in 1963.
The difference was largely centered in
Commodity Credit Corperstion puz-
chases, which declined slightly in 1969
after rizing susbtantially in 1968.

Transfer payments kesp growing

Other types of Federal expenditures—
transfers, grants, intercat, and sub-
sidiss—amounted to almost $00 bildon
in 1089, up $7% billion for the smallest
inecrease since 1968, A= in the past few
¥ears, transfey paymeats to persons
wers the strongest element in the
advanes,

OASDHI payments increased some-
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what more than $1% billion, only sbout
hslf as much as in 1968 when benefit
rates: were raised. Another henefit
inorease is scheduled for April 1970, to
be retrosetive to the start of Hhis vear.
Medicare transfers ampunted to nearly
$0% billion: last yesr, up $1 billion from
1968, Increaged utilization and rapidly
ricing hospital and medical coeis have
pushed medicare spending up continu-
ouzly since the program begsn in 1946.

Larger bensfits for veterans acconnted
for §1 billion of tha 1969 rise in irans-
fers—due mainly to benefits for return-
ing Vietnam veterans. Federal pension
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peyments advanced sharply owing to
cost=of-living inereases and certain other
adjustments provided for by recent
legiglatinn.

Granta-in-aid to State and local
governments grew more than §$13¢ -
billion to = total of neardy $20 hilkiom.
Public sssistance prante—meinly for
aid to dependent childran and medical
nssistance—showed a big advance, re~
fleciing a very large increass in the
number of recipients witk average
benefits little changed. Highway granis
were Leld back as a'means of Fimiting
budget expenditures, and the year's
total was down some $ hilliom Irom
1963, '

MNet interest paid smounted to shout
$13 billion in 18689, up a vacord $114
billion due to higher interest rates and
a larger public debt. The rize in market
nterest rates accounied for over four-

Mifths of the Incresse. Subsidies {oet

of the awrrent surplus of government
enierprises} racorded a maodest pain
after declining the two previous years.
The incrosse was the result of higher
wovernment payments to farmers, prin-

cipalty because of incressed participa-

tion in the feed grain progrem, and
larger Fost Office deficit.

Continted large gain in receipts

For the second year in a row, Faderal
receipts grew about $25 billion, reach-
ing ¢ver $200 Lillion in 1969, About 516
billion of the rise was due bo increased
Fields of axisting taxes; ovar $5% billion
was dua to the surcharge on parsonal
end corporate taxes and the rest to en
inereasa in the social secunty tax rade.

Corporate profitsa tax accruals grew
rather littls, ss the expansion of profits
slowed sharply, but growth in personal
tax and noniax receipis wes a Tecord
3168 billion. The festors in that ¥ise
incloded the rise in withholdings as-
socisted with continwed large gains in
personal income, higher withholdings
dus to the surcharge being in effect the
full year, and the unusnally large final
settlaments of 1068 liabilities.

Clontributions for sacial insurance re-
corded a sharp gsin of nearly 38X
billicn. Ahout $5% billion of the rise
was in OQASDHI contributions; of &his,
about $3 billion was accounted for by
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the January imcrense in the combined
social security tex rate from 8.8 to 9.5
percent. Mo increase in either the tax
rate or the wage bese is scheduled in
1970, but the monthly payment for
voluntary supplementary medical in-
sursnce [medicare) will go from: $4 to
$5.30 sffective July 1.

STATE AND LOCAL
GOVERNMENTS

State and loesl governments pur-
chased nearly $113 billion of goods and
gervices in 1969, $12 hillion mors than
in the previous year. The rate of spend-
ing growth was slower in the sacond
half of the year.

Tha advance in purchases of goods
and services wis Again consantrated
in amployee compensation, as employ-
ment apnd aversge pay contimued to
inareass. Nearly 400,000 workers wera
added to Stats and local payrolls,
largely in education. Other expendi-
turss, such 3 transfer payments and
net interest, grew a record $1% billion.
Naarly all the gain was in transfer pay-
mente, a8 the pambey of persons receiv-
ing aid surged past. 10 million. Almest 8
million children, or 7 percent of all
persons under 18 years of age, and over
2 million elderly, or 1) pereent of those
65 and over, werp on the welfare rolls
at 1id-1969. _

Despite rapidly rising interést rates,
net interest payments barely advanoced.
Bond issues were sherply curtailed.
Bome States and loondities ware unable
to sell bond issues becausa of ceilings
on theTates they vould pay, and govern-
ments hesitated to sell long term debt
at provailing high interest rates even
when they lagally conld; borrowing in
short term merkets was stepped wup,
however. State and locel governments’
interast receipts from investment of
pension funds and idle cash balances
benefitted frown the high market rates.

Receipts continue to grow

Recsipts of State and local povern-
ments toteled $120 bilion in 1969,
up $14 billion from the previous year.
FProperty taxes saccomnted for more
than %4 billion of the rise, whila sales
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taxes mcreased over $2 billon. The
general gales tax has become the major
apurce of yevenue at the State lavel and
is currently levied in 45 States. Last
yeur, 12 Stetes incressed existing
genersl sules taves and Vermont estab-
lished & new one,

Parsonal tax and nontsx receipts ross

Joaomary 1970

3384 billion, boosted by rising incomes
s well a8 new or higher tax rates in
many States. Corporate ncome tax
socrusly sdvanced only slightly, how-
ever, and part of the rise was attnibut-
shle to increased corporate tax rates
in 13 States and new corpotate levies
in two States.

Labor Markets

LABOR market conditions remained
generally Hight in 1969, though some
evidence of easing developed late in the
vear. Averaped for the year, employ-
ment was up sharply, the civilian labor
force recorded fthe largest percentage
incrense in meny yesrs, and the un-
employment rata inched down from
3.6 to 3.5 parcant.

The expansion of both Iabor force
and employment was raost marked
eatly in the yoar. The zubséquent
slowing wes in line with other avidence
of enzing conditions, such as & decline
in the avarage workweek. The unem-
ployment raiz showed some rize late
in the year, but it rempined low hoth
for the argremate of dvilien workers
and for tha major population groups.

A sinking development of 1999 was
that the ynemployment rate adgad up
so little during the year. Past history
would suggest & measurable incrense in
a period when resl growth devclernted
and renched as weask a pace as that
recorded last year. A tendency to hoard
labor may have comtmbuted to the
behavior of the unemployment rate.
To the extent that attitudes were
shaped by years of tight laber markets,
employers would hesitate to cut beck on
hiring or to lay off workers, especially if
they axpected thal sny adjustoeent in
the economy would in fact be cnly &
brief and mild interruption.

Iv manufasturing, where lshor foree
sdjustments havs historicslly been rela.
tively senigitive, the layoff rate held at &
low level and the quit rate—which
generally easee when worlers grow

umcertain over job prospente—waa very
high. By yesrend, nevertheless, sm-
ployment growth was not only much
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alower than earlier in 1968 but wlso
much lesa pervesive; the number of
workers in menufacturing was declining
and employment prowth was heavily
centered in serviees and State and local
governmenta.

. Productivity declines

A slowdown in real growth is typicslly
socompaniad by & weakening In labor
productivity, since worlforce adjust-
ments lag. Thus some deterioration of
productivicy bebavior was 1o De ax-
pacted last year. and eny intentional
hoarding would have added to ths
downwerd pressure. Though the growth
, of men-hours in the privete, nonfarm
ecoromy did slow, it excseded cutput
growth end productivity showed the
first suatained decreasa since 1960.
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Workers' compensation rises

Hourly competisation econtinued to
rise rapidly, and unit labor costs conse-
quently incrsazed at a fast pace. In the
third quarter, man-hour productivity in
the private nonfarm economy was un-
changed from s yenr earlier bui com-
pensation per man-hour was up 7 per-
canb.

The rise in workers’ pay last yesr,
though rapid, barely outpaced the rise
in consumer prices. After taking sc-
eount of taxes as well, that hypothetical
hut significant ~ person—the average
nonznpervizory worker—found that in
roal terms his spendable pay was show-
ing no growth and in {act was edging off
a bit. This trend is likely to figure
importently in labor-management nego-
tistions this year, when contisct expira-
tionz will involve an wnusually lzrge
nymber of workers.

Prices

PRICE incresses fast year were both
large and widespread. The GNF price
deflator—the broad messure of the
prices of the paoda and services com-
prising GNP—rose more than 1 percent
each quarter. Averaged for the year,
the deflator was about 43 percent
higher than ih 1968, the largest annual
ineresse since 1951.

FPrice increases in consuwmer marikets
during 1969 weva larger then in the
previous year. The overall consumer
index rose about 58{ percent from the
end of 1968 to tha snd of 1949, an
advence copsidersbly in excess.of the
subhstantial rise of £3{ percemt during
1983. Food prices condributed im-
portantly to last year's large increass,
with particularly sizable advances re-
corded for meats. Prices of nonfood
commodites roze rapidly throughout
the yeur and at yearend wers up well
uver 4 percent from the end of 1988,
The -rise wes more pronounced for

notddurable than for durable poods;
apparel prices incressed wery sharply,
especially during the lest half of the
yoar. The price rise for consumer
services continued to oufpace thet for
commodities. Led by a eontinued rapid
advance in medical costs, and & pro-
nounced rise in homeownership cosis
that wa= closely relnted to the elimhb
in mortgage interest rates, the price
index for consumer serviees rose mers
than 7 percent owver the course of 1969.

Reflecting larpe increases for both
sgricultural and mdustrial products,
tho "average prics level in whalessle
markets rose nesrly 4% percent from
the final quarter of 1968 to the final
guearter of 1969, Prices of farm vroducts
and foods and feeds scored mosé of
their Incresse esxly in 19549, but con-
tinuad t¢ rise throughout the year.
The index for industrial commodities
was significantly affected by the prics
behavicr of lumber and wood produsis.
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Lumber prices ross sbesply in 1968 and
enrly 19680 wnd then dropped very
sharply from the spring through the
gummey. The dacline was co steap that
it signifisantly dampened the rate of
increase of the overall industrial prics
indexz. In the fall and winter, when thiz
effact was absent, the riss m thes
industrial index sccelerated. At yeasrend
the index was up 4 percent from the
end of 1968.
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THE mometary authorities pursued a
vigorous program of credit restraint
throughout 1969, The combination of
a tight monstary policy and eavy de-
mand for fands resulted in sevare credit
markei pressuras that intensified as the
¥ear progressed, and pushed inkereat
rates to unprecedenied lavela,

In implexoenting its tight credit pro-
gram, the Federsl Reasrve Systam did
not restriet itsell to the uwse of open-
mearkat operations, bat relied on all its
major policy tools. The discount rate
and the reserve requirements on de-
mand deposite ware increased, and it
was decided not to reise the Regulation
Q ceilings on the rates banks may pay
on time deposits. The laiter decision
resulted in a large ecale run—off of tlme
deposits, particularly at larpe commer-
cial banks, and a buildup of severe
pressure on member bank reserve posi-
Hons, Lergs demomination cerfificetes
of deposit at lexge commercial benks,
which had increesed more than 30 per-
pent I 1967 and 15 percent in 1068,
declined more than 50 percent laat
yeor. There was little axpansion in
demand deposits, and the money stack,
which had grown an average of about
7 pexrcent in 1967 snd 1968, rese only
2% percont. Virtuelly all the incresse in
the money stock oceurred during the
firet haif of the yaar.

Banks vunder pressure

Bencting to the pressure they falt
on their reserve positons, and thus on
their ahility to lend, many banks tried
to aétract funds throwgh unconven-
tional channels. Euro-dollar berrowing
was & particulardy important adjusi-
ment roechendsm for some of the large
banks during the first three quarters of
the year. However, regulatory changes
in the summer reduced the attractive-
ness of this source of funds end banks'
Euro-dollar lisbilities etabilized. In the
latter part of the year, an important
adjustment mechanism was the sale of
commersial paper by bank eaffiliates.
In a more typicel responsa to 4 squesze
on reserve positions, banks soupht fo

bl
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sccommodate Joan demand by Bquidat-
ing secnvities holdings. Commereial
-banks reduced theilr investment hold-
ings by sboui 310X billion, mest of
which repressnted reductions in TS,
Governmant seeurities. The loan com-
ponent of bank credit incressed about
220 billion.

Az s result of mstrictive monetary
policy, total bank eredit inoressed
murh lass in 1960 than in 1982 or in
1967, Total loanz and investments at
commercial banks rose about $8 Billion
or 2% percent, less than one-fourth the
increase in both 1967 and 1968, How-
ever, this surteilment of bank credit
expansion was about offset by inoressad
supplies of funds from all ¢he private
nonfinancial seators and the total flow
of funds in credit markeds was littie
changed from 1968,

Credit demands heavy but mixed

Though eredit demsends wers very
strong last year, the pattern smong the
major borrowing proups was imixed.
Dremands from business wers targer in
1969 then in 1988, mainly becauss last
yeur's aoceleralion in cepital spending
progrems outstripped the growth of
internally generated funds. Despite the
high coat of axternsl financing, busines
firms borrowed heavily from banks,
issued & Tecord volume of commercial
paper, and raised a record volume of
funds in capital markats. Bacause the
Fedaral budget was in surphms, Tressury
demunds in financial markets lessened
wpprecisbly in 1069, However, that
soing wos partly offset by increased
horrowing by federally sponsored agen-
ciea, paxticularly those providing supparé
ta the mortgage maerket—
ie., the Federal National Mortguge
Arsodiation and the Federal Home Losn
Bank System. Security issues by State
and beal governments were cut sharply,
gepecially in the sesond helf of the year,
88 borrowing oosts rogse above the legal
cailings that prevall in many States.
Howaver, thess governments stapped wp
their borrowing in shori-term markets
snd the total of funde rpised last year
was little changed from 1968, Conspmer
borrowing showed efgns of aasing, as the
axpansion in mortgege and installment
debt tapered off somewhat during the
seeond hall of the year.
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The Balance of Payments

THE dollar remained strobng in 1969:
the free markei price of gold agsinsc
the dollar dropped sherply; and the
7.8, batance on officisl reserve trens-
actions waa prabably in surplua by &
larger amount than in 1968, These
developmenta cceurred despite » sharp
deterioration in the recorded liquidity
balance end massive flows of short-term
funds through the foreign exchangs
markets, particularly in ¢onnection with
anticipation of the Germen mark re-
valuetion. The “official”’ surplus and the
stability of the dollar largely reflected
the effecta ol Tery restrictive monetary
policy in the United Btates, which
caused .5, banks {o borrow heavily in
the Euro-doiler market through ther
forsign branches. The substantial inflow
of foreign private liquid funds associated
with this berrowing (1.e., the increass in
Hguid liabilities to provate foreigners)
larguly finenced the liquidity deficit,
and econtribuied to the official surplus

by atiracting dollars out of foreign
central l:uu]ka

Gold price declines

The price of pold in the free markst
remained above $42 per gunce in the
early pari of the year but dropped
sharply after May and elmost fel} balow
the offiiel cenital bank price of 336
before the agreament in December that
the IMF would purchaze gold under
certain conditions. The decline was
probably associated not only with the
stability of the dollar in foreign ex-
change merkets during the year, but
also with the final approval, snnounced
in Septembar, of activation of the
Special Drawing Rights System on
Jamuory 1, 1970. Under this system,
mternational reserve sssetz will be
areated to supplement existing sssets.
Creation of reserve assets in this way
reducas, to some extent, the dapendence
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of the international monetary system
on gold, and was evidently interpretad

a3 reducing the possibiliéy of an increase
in the official gold price.

Goods and services

It is expecied that mmplate data
will show the mmm.lhtarj' merchandise
trade balance in 1969 (edjusted for
balance of payments purposes) listle
changed from the $0.6 billion surplus
to which it had fellen in 1968. Soms
tmprovement might have cccurred hod

it not bean for the deckworkers' strike -

early in 1964,

The rise in nonmilitary exports was
gbout 53 billion, or mora than 8.5 per-
cent, In line with the long-term trand.
This growth was remarkable in view of
the strike losses, relatively poor markets
for agricnltarnl prodacis, and & tempo-
rary decline in daliveries of commercial
airplanes. Strong economic growth
abroad largely offset these factors.

Imperts slao rose shout §3 billion, a
considerable deceleration from the $6
billion rise in 1988. The slowdown pri-
marily reflected the ashsencs of major
strikes affecting U.S. production, such
a3 had inflated 1068 imporis; the 1969
dock strike, which depressed imports;
mod the decelersiion of domaat.m
demend.

11.5. payments to foreipners on theix
investment in the United States zose
sharply in 1969, reflecting highar inter-
est retes and a rise in foreign doller
holdings thi=s was only purtly offsai
by incresses in 11.8. income from
investrnent shroad. In addition, mili-
tary expenditures abroad ware ap-
parently higher than in 1468, although
they stabilized after the first quarter.
With only small changes likrely in the
balances on travel and tramsportation
and on the other servies sccounts, full
data will probably show that the
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overatl surplus on goods and services
shrank from the $2.5 bilion of 1968 to
about $2.0 billion in 1966.

Capitel flows .

Shifte in private capital fows also
had an adverse effect on the balance of
payments in 1969, For the first 9 months
of the year, théra was a net deteriors-
tion of abeut 51.9 bitlion from the
eorresponding perjod of 1863 in recorded
private U1.5. and foreign capital irans-
sctions {other than changes in lignid
lixbifities and special financial trang.
actions). The pattern for the full year
was probably similar. Thet wifl not be
certain, however, until full date are
aveilable to indicate whether—as seams
likely—the exceptional inflow registered
in the fourth quarier of 1#68 wsa re-
peated in the fourth guarter of 1969,
The net outflow of U.3. corporats
capital {azsets and lisbilities) increased
in the first 9 months of 1969, foreizn
purchases of U5, stocks declined, and
U5, purohases of foreipn securities
rose. A partial offset was a rise in
foreign direct investment in the United
States.

Additional adverse effects on the
U.S. bslance of psymenis in 1989
resulted frow epecial finencis] frans-
sctions of T1LE. and foreign (Gorern-
ments and ceniral banks. Through
Beptember, forsipn official egencies
made & reduction of over $1 billion in
holdings of nonliquid assets in the
United States, compered with acquisi-
tions of ower $2.3 billion in the Full
Fear 1068, Such shifts, however, have
little renl sigrificance for our external
position.

"Krrors and omissions” also showed
& wery shavp deberioration in 1969
which contributed to the growth of
the liquidity deficit. A good part of the
ineresse in unrecorded outflows was
probably associatad witk roundabout
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flowé of U.3. funds to the high-ylelding
Eurc-dollar market and back to the
Uniied Hiates through the foreign
branches of U.3. banks. These rounds-
bout lows have no impact on the official
balapce. Expectations of the revalua-
tion of the Grerman mark may have
also induced unrecorded ouiflows of
T8, funds.

The balances

_ The year's transactions resnted in a
subatantisl incrense in the net transfor
of dollars to foreigners. The belance of
payments on the iquidity basis showed
a deficit of over $8 hillion in the first
thme quarters of the year. Aithough
indicatars suggest 4 sizable
gutplus in the fourth quarter, the defi-
cit was probably far larger in 1969 than
in any earlier yesr, Howevar, roore than
half of the deterioration from the small
surplus in 1868 reflected developmente—
such as the reversal of spacial financial
transactions and roundabout flows af
U.5. funds to the Euro-dollar merket—
which do not represent any fundamen-
tal deterioration in our external posidon.
The balance on officisl reserve trans-
astions, by contrast, was in surplus in
1969, and the surplus wes probably
significantly lerger than the §1.6 billion
in 1968. This was closely related to the
very large inflow of foreign private
liguid funds associated with the io-
crease in 115, benks’ Buro-doliar boir-
rowing through sheir foreign branches.
This inflow was so great that it more
then offsat the deterioration in tha cur-
rent and recorded capital accounts, as
wall as the ingreased outflow on exrora
and omissions. It muat be recognized,
nevertheless, that @ monetary condi-
tions ease, it would become more diffi-
cult to finance & continuing liguidity
deficit—even one smaller than Jast
year's—by un inflow of private foreipn
liquid funds, and thus hardsr to avoid &
deficit on the official balanes.
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There were wide regional variations
in personal income gains'in the third
guerter. At the high end weve advances
of 3% percent in the Southwest and 2%
perceni in the Plains; the lows were 1%
percent, in the Rocky Mountains and
bittle more than three-fourths of 1 per-
cent in New England. Advances in the
other four regions were close to the 2Y
parcent recorded for the Nation sz &
whole. Ineome rose in the quarter in 46
of the 50 States and in the District
of Columbia.

Two msjor factors contributing to
the regienal varistion in the income zain
were the differential fmpact of the
Federsl pay increase and regiomal dif-
ferences in ferm imcome hehavier.
Mainly reflecting the pay inereass,
agpregnte Federsl payrolls ress about
7 parcent. The sssociated regionsal
percentsge gaina in Federal payrolls
were guite uniform, but the importance
of those payrolls as an income source
varies markedly among regions.

A jump of more than 10 percent in
Iarm proprietors’ earnings in the Plains
iz direetly responsible for the =trangth
of the total income rise in that region;
& relatively Jaxge gain in farmn earnings
also contributed &o the Scuthwest’s
strong income rjse. Conversely, o de-
cline of about 20 percent in farm earn-
ings severly dampsned the gain in
total income in the Rocky Mountsins.

In seven of the eight Stater with the
largest total income gains—MNorth
Drakotn, Atkansas, Arizons, Oklshoms,
Nevada, lows, and Wyoming—farm
aarnings registered very large sdvances.
In the sighth, Hawaii, increases in most
income spurces were larger than the
neticnal average, reflacting the con-
tinuing prosperity of that State. In each
of the four States where total income de-
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Personal Income Higher in All Regions in the Third Quarter of 1969
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SURVEY OF CURRENT BUSINESS

Business Investment Expectations, 1970

BUSINESSMEN sre scheduling a sub-
stential rise in expenditures for new
plant snd equipment in 1970, according
to a survey conducted beiwesn mid-
November and mid-December by the
Office of Business Economics and the
Securities and Exchenge Commission.
They plen to spend $32.3 billion, 9.3
percent more than is now estimated for
1969t From 1968 to 1969, the rize is
astimated at 11 percent.

This zeport is the first iIn a new
sories that will present capital spending
expectations for the coming year on
the basis of dats collected in dhe late
foll from the regplar OBESEC panel
of cooperating companies. Thess annual
expectations will preceds those regn-
lerly appearing in the March Surver,
which are based on date collacted in

Fobruary of the year heing projected.
Programe for 1970 are stromper in

the normanufacturing industries than

1. Tt 106) ebibimated cited o this report wea e prelimi-
oary Sz lor et Yiir ko the oiilr réviBad borkas on plant
ATl aqquipoent speiefing Triv po #1800 s prspsoted o folk
1t e At ap Dt ing oleawrtvere in tiodg ioe of ths SURTER.
Tha bpnres foraxpatled 100 ganding are conslatent with the
vl sacini.

T NguTes Tapcrted for 1970 ara sdjpstat fof Symiameatie
bimaas vhon reoasary. Hélice sdlowtment, scpandibrss
werw eipected o ba 3200 billon, o7 7 pereend above 1P,
Thes coreperabibs fEues were 4544 hIRon Fot onbcfveburing
aod S46.2 billion for mcundoufscinring. The sdluknweta,
which were compabed mpeately for weab mejor indostny,
were Spplid 001F I cased in which sxpeetsd spondibn
dwelulgd Meomn orbual Epdlig in the sume divedtion fij sash
of the Tokry 1957, 1000, and 1660w orly 3 3540 Sor which
Juch dodn are avalahly, When thix oritarson wad Xivet, the
sk pit wnd darived wkisg the edise deekition batwean
mmmmﬁwmusmﬂ o the three
ﬁumwmm sarveyy of spsndiag plana for 1T, 1685, and

in manufacturing—up 11 percant and
T percent, respectively, from 1969.
This weuld be a reversal of the ax-
perience last year when manufacturing
showed the larger sdvance.

In manufacturing, sizable investment
increrses—15 to 19 pereani—ara planned
by producers of machinery, chem-
icals, and petroleum products. Declines
in spending are expecied by producers
of transporéation equipment and tex-
iiles, - two indusiries that reported

vary large adwanges from 1968 - to
1950, : -

Amovng the nonmannfeciuring ndos-
tries, the moat swbsiential ineresses—
16 and 13 perceni—are projected by
publio utilities and by communications
amd commercial companies, continuing
the expansions that took plaes lest
year. Railroads foresee 2 & percent
incresse in 1970, while nonrail trans-
portetion end mining companies expect
to reduce expenditures.
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